In product markets where customers care about firm survival, strong shareholder power can have detrimental implications on firm performance by affecting the likelihood that the firm is acquired.
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I. Introduction
A large body of theoretical and empirical work on corporate governance has emphasized the contracting problems between investors and managers. In response, several different governance mechanisms have been proposed and their impact on valuation investigated. 1 Yet, there has been little attention on the implications of strong corporate governance on agents outside the firm, even when these external agents can affect firm value. One such important agent is the customer whose choices in the product market directly affect firm value. Therefore, it is important to understand the link between corporate governance and customer choices before determining the strength of shareholder rights. The paper pursues this objective.
We first focus on an important governance mechanism -shareholder rights. These rights can broadly be thought of as a collection of firm-level charter provisions that affect managerial entrenchment, most prominently through takeover defense provisions. In the product market we consider, we assume that customers care for firm survival and have to incur switching costs in case a product is modified or discontinued. 2 We view these costs as one-time costs customers incur in familiarizing themselves with a new product. As a result, customers are less likely to consume products from a firm whose future existence is uncertain. This future uncertainty of survival is affected by the extent of shareholder rights since these rights affect the likelihood with which a firm will be acquired and thus won't survive in its existing form. The link between shareholder rights and customer choices is thus driven through the uncertainty of firm survival.
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The recent acquisition of PeopleSoft by Oracle is a useful example. 4 On June 6th, 2003,
Oracle announced a hostile takeover of PeopleSoft. 5 In announcing the planned takeover, Larry 1 For some surveys on governance see Shleifer and Vishny (1997) and Becht, Bolton and Roell (2003) . For the impact of some of these governance mechanisms on firm valuation see Gompers, Ishii and Metrick (2003) and . 2 See Chevalier and Goolsbee (2005) for supporting evidence and Campello and Fluck (2005) for an investigation of how such concerns drive capital structure decisions. 3 A related argument for equity ownership of the customer in the supplier has been advanced by Fee et al. (2006) . 4 "Oracle to Launch Cash Tender Offer for PeopleSoft for $16 Per Share," PR Newswire, June 6, 2003. 5 See Daines, Drabkin, and Nair (2005), "Oracle's hostile takeover of PeopleSoft." 4 competitive markets the loss in customers due to survival concerns is more severe. In addition, this loss in market share lowers the synergies from the acquisition. Second, we show that the link between competition and shareholder rights is stronger in industries characterized by higher customer concerns of survival.
To support these implications, we document several findings. First, we find that firms in more competitive environments (as measured by the Herfindahl index) indeed have weaker shareholder rights. Further, we confirm that the link between competition and shareholder rights is indeed related to actual takeover threats that competitors provide by separating domestic competition from competition provided by foreign firms. The documented link between weak shareholder rights and competition exists only when we consider domestic competition. Since foreign competition is not likely to provide a takeover threat (Rossi and Volpin (2004) ), we view this finding as direct evidence of the importance of the takeover channel.
Next, we test another implication of the proposed framework. The framework implies that survival-motivated weak shareholder rights should be more prevalent in industries characterized by long-term customer-firm relationships. Based on the extent of repeated interaction between customers and firms, we categorize industries into 'relationship' industries or not. Our categorization overlaps significantly with the standard classification of durable versus non-durable industries but has some differences that are explained in section V. 8 While our categorization is crude, we find that the link between shareholder rights and competition is stronger in the 'relationship' industries. We also find that the drop in quarterly sales on takeover announcements is economically and statistically significant only in such relationship industries.
We then analyze a firm's incentive to acquire by allowing customers of the target firm to leave for another firm at the time of the acquisition. Since customers of the potential target firm could leave for other firms, the acquirer can benefit more if there are fewer competing firms.
Consequently, the likelihood of receiving bids in competitive industries is higher when the number of competing firms is lower. As a result, the link between weak shareholder power and 5 competition is likely to be stronger as the number of firms in the industry is lower. We test this intuition and document that this link between shareholder rights and Herfindahl index is indeed stronger when the number of firms in the industry is lower.
Finally, we investigate how profitability is related to weak shareholder rights. It has been argued that weak governance is associated with poor performance (Gompers, Ishii and Metrick (2003) . and ). We find that indeed weak shareholder rights are negatively related to measures of firm profitability, but only in non-competitive industries. In competitive industries, we find no association between weak shareholder rights and poor performance measures.
Customer concerns for firm survival also have implications for corporate governance mechanisms beyond shareholder rights. Governance mechanisms that alleviate agency conflicts between managers and shareholders rely on reducing managerial entrenchment. Our results imply that such mechanisms should focus on threatening managerial survival without threatening firm survival. Therefore, in industries where firm survival is important to customers, governance is more likely to be based on internal mechanisms such as monitoring and incentives rather than on external takeover threats. We document evidence consistent with this view, and show that stockbased compensation is higher in competitive environments with fewer firms, more domestic competition and in 'relationship' industries.
Our paper is related to the research on the interaction between corporate governance and product market competition. Several researchers have proposed that product market competition reduces agency costs. A common argument in support of this idea is that competition would drive inefficient firms out of the market (Alchian (1950) , Stigler (1958) , Shleifer and Vishny (1997) ).
Another proposed reason on why higher competition might reduce agency costs has been the amount of available information about the firm. If this information varies between monopolies and competitive industries, it should affect the costs of monitoring (Holmstrom (1982) , Nalebuff and Stiglitz (1983) , Hart (1983) ). However, it is only recently that supporting evidence has been 6 documented by Perez-Gonzales and Guadalupe (2005) . 9 They use the private benefits of control as an indicator of agency costs and document that product market competition and private benefits of control are indeed negatively related.
Our paper addresses a related, but different issue. First, we highlight that shareholder rights affect firm profits depending on product market competition. In other words, unlike these earlier papers, we show that product market competition and shareholder governance mechanisms interact. In our framework, the existence of takeover defenses is conceivable even in the absence of agency costs. Thus, we do not view shareholder governance mechanisms solely as tools to address residual agency problems that product market competition does not address. Rather, we
show that one important shareholder governance mechanism, shareholder rights, can be costly from a product market perspective even if it reduces managerial agency costs.
As discussed earlier, we also shed light on the mix between different governance mechanisms, and take the equilibrium agency costs in competitive or monopolistic industries as
given. This is another important difference between this paper and the earlier literature on product markets and corporate governance. 10 Based on extant literature, we know little about how different shareholder governance mechanisms should be combined. More importantly, whether the mix between different shareholder governance mechanisms itself can be a function of product market competition is not clear. We show that it might indeed be the case that the design of corporate governance, and not just the strength, can depend on the nature of the product markets.
The remainder of this paper proceeds as follows. The next section develops the theoretical framework. In Section III, we describe the data used to test our framework. Section IV 9 Another recent related paper on competition and governance is Kadyrzhanova (2006) . However, the focus there is on the bidding competition in the market for corporate control. Empirically, however there is a closer relation since as a proxy for bidding competition, a measure of product market competition is used. However, the measure used is quite different from the one used here since it considers concentration of the largest four firms but only if import penetration is above the sample average. When the import penetration is low, the proxy for competition is low. The empirical results are consequently different from our main result. As we show, this is expected since the relations between concentration and shareholder rights look quite different based on whether competition is domestic or foreign. 10 Fulghieri and Suominen (2005) study the interaction between corporate governance, competition and capital structure in a model that relies on agency problems in equity and bond markets. Our model abstracts from many of their interesting interactions to show that even without agency problems shareholder rights play an important role.
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investigates the link between shareholder rights and industry competition. Section V highlights the importance of the nature of products. In section VI, we highlight the impact of weak shareholder rights on profitability measures. We shed some light on the design of governance mechanisms in Section VII. The conclusion follows.
II. Optimal Yet Weak Shareholder Rights
We formalize our intuition using a two-period framework in the spirit of Klemperer (1987) and Chevalier and Scharfstein (1996) where two firms compete for two periods and produce a single competing product each; and where customers face switching costs. For simplicity, the two firms (firm A and firm B) are located at the two ends of a line of unit length. Customers are located on this line and are indexed by their distance j from the firm at location 0 (firm A). We take the 'travel cost' d between those two products as a measure of product market competition.
Therefore, the notion of competition is directly related to product market differentiation, with the model relying on such imperfect competition. We can think of the two competing products as differentiated in their characteristics, with consumers' locations in the interval representing their optimal preference for these characteristics. Since our focus is on the competition in the first period and its effects on shareholder rights, we assume that, in the second period, the travel cost, d is set to 0.
II. 1. The Product and Firms
Customers derive a short term utility gain from consumption. This gain is denoted by R.
However, customers face a switching cost (L) if the product they consume in the first period is modified or discontinued. As discussed in the introduction, we view these costs as one-time costs the customers incur in familiarizing themselves with a new product.
The monetary profits that firms generate are denoted by Π(.). We assume that the marginal costs are constant and the same for both firms in both the periods, and are given by c.
The prices charged by the firms are denoted by i h P , where i denotes the time period (1 or 2) and h denotes the firm (firm A or firm B).
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II. 2. Takeovers
We modify the framework used by Chevalier and Scharfstein (1996) by allowing firms to attempt takeovers and, if successful, merge. 11 To capture differences in takeover success, we assume that firms can have a different level of shareholder rights, which is chosen optimally by the shareholders themselves. In general, firms that have weak shareholder rights are less likely to be successfully taken over and firms with strong shareholder rights are more likely to be taken over. This can be rationalized by noting that shareholders and managers might want different outcomes once a takeover offer is made: shareholders gain from the ex-post takeover premium but managers of the target firm lose some private benefits. In our model, the level of shareholder rights is denoted by e and reflects the probability that a takeover attempt will fail. For simplicity, we consider the two extreme cases of e = 0 (strong shareholder rights, i.e., no takeover defenses and all takeover attempts are successful) and e = 1 (weak shareholder rights, i.e., complete protection from takeovers).
In the next two subsections, we consider two scenarios: the first scenario is that of a symmetric level of shareholder rights where both firms are protected from takeovers. In the second scenario, we look at the incentives for any firm to deviate from this scenario and strengthen shareholder rights.
Any takeover is assumed to be accompanied by a modification of the target's product.
Such modification could be thought of as changes in the target's product offering due to the integration of the two firms. An extreme case -as illustrated by the Peoplesoft-Oracle casewould be the discontinuation of the product. We view such modifications as integral to the realization of the synergies that drive the acquirer to attempt the takeover in the first place.
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Therefore, a takeover is always accompanied with a switching cost for the customers of the target's firm.
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Further, for simplicity we assume that the merger synergies are a function k of the total market size. The premium paid by the bidder to the target, however, is a function of the target's market share, σ T . In our model, the premium paid is higher as the target has a larger market share.
We formalize this assumption below:
A.1. The premium the target receives is given by f(σ T / σ AQ ), where f(.) is an increasing function, σ T is the market share of the target and σ AQ is the market share of the acquirer.
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II. 3. Analysis
II. 3.1. Symmetric level of Shareholder Rights
We first consider the symmetric case, where both firms are identical in their level of shareholder rights and are both completely protected from takeovers. We first solve for the equilibrium in the second period. Since in this scenario both firms are fully protected, no takeover bids can succeed and the market shares remain the same in period two. The price, however, is now:
(1) This follows because of two simplifying assumptions. First, as in Chevalier and Scharfstein (1996) , we assume that the travel cost in the second period is 0. Second, we assume 12 Acquirer's customers might also face a cost of modification, but we assume that the cost is higher for the target firms. A possible reason might be the effect of product modification on the relative power of the target and acquirer management post-acquisition. Changing the acquirer's product more to lean towards a final product that looks more like the target's might strengthen the target's power. This however contradicts with our notion of takeovers where the target management loses private benefits. 13 More precisely, the function should be increasing in min(σ T , σ AQ )/max(σ T , σ AQ ). In equilibrium the target is always smaller than the acquirer and hence we use this form for expositional ease. Qualitatively similar results obtain if we assume that the synergies are also a function of the target's market share with the same properties as in A.1. that the switching cost, L, is higher than the reservation utility customers derive. Thus, customers would choose to consume the existing product for all prices less than R.
The second period profits for firm h are (
where c is the marginal cost for both firms. Since firms can charge customers a higher price in period two, each firm will take into account the expected future profits when deciding on the price in period one,
To derive the market shares, we now analyze a customer's decision in the first period. If both firms are protected (e = 1), then customer j will buy from firm A if
where j (0 ≤ j ≤ 1) is the preference of the customer for the characteristics of the products, R is the utility gain for the customer, and d denotes the travel cost per unit of distance.
The market share of firm A follows from (2) by setting an equality and solving for j, and is given by
and similarly,
Each firm h (firm A or firm B) maximizes
i.e., it maximizes over the profits in both periods.
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The optimal price follows from substituting (4) into (5) and solves
In a symmetric equilibrium,
such that the total profits are given by 2 2 2
with a first-period margin of d+c-R and a market share of 1 2 .
It is useful to note here that the level of product market competition is directly related to the profit margin d. As a result, the net profit margin serves as one of the proxies for product market differentiation in our empirical tests.
II. 3.2. Asymmetric level of Shareholder Rights
If one of the firms deviates (say, firm A) and chooses strong shareholder rights (e = 0), the likelihood of firm A being taken over is 1 since mergers are associated with synergies in our framework. We assume that the value of the synergies are equal to a constant k and that the takeover premium is an increasing function of the target's market share. For simplicity, we take the functional form of the premium to be kσ A , where k is a constant and σ A is the market share of the target. Thus, the target value in the second period is (R-c)σ A + kσ A . To obtain this market share we analyze the customer's problem in the first period.
Since customers realize that firm A will be taken over in the second period, customer j will purchase from firm A only if
where L denotes the switching costs. The market share of firm A with e=0 is now
and the optimal price chosen by firm A maximizes:
such that
and the other firm maximizes:
( 2 )(1 )
to get a price
13 with market shares of
and total profits equal to
If d is small such that the loss in first period market share
is high (> ½) then firm A loses by changing from weak to strong shareholder rights. In addition, if L is high 6 L d is more likely to be >½ implying that in industries where L is high, firm would lose by going from weak to strong shareholder rights. The intuition is that when the market share is affected too much by switching to strong shareholder rights, the takeover premium is low.
It follows that the loss on shifting from weak to strong shareholder rights is high when the net profit margin d is low (i.e., if competition is high) and when switching costs L are high. This leads to our main proposition:
Proposition 1: The loss in profits due to exposure to takeovers is increasing in the level of product market competition (differentiation) and in the costs incurred by customers due to the modification of the product.
This leads to our two main hypotheses.
Hypothesis 1: For a given level of switching costs (L), firms are less likely to have strong shareholder rights as product market competition increases (lower d).
Hypothesis 2:
The relation between shareholder rights and product market competition is stronger as switching costs L increase.
The intuition behind both hypotheses is that, in the presences of switching costs, the firm needs to reassure its customers at time 1 that it will not accept a takeover bid at time 2. Without strong takeover defenses in place, the firm will accept any bid arriving at time 2, which customers will take into account at time 1.
14 Therefore, this is a straightforward example of a timeinconsistency problem. This is solved by the commitment device of decreasing shareholder rights (or equivalently increasing takeover defenses) at time 1. This assumes that, as is the case in practice, charter-level takeover provisions are not easily and only infrequently changed. As a result, shareholders consider the tradeoff involved in having weaker shareholder right, i.e., the tradeoff between a higher market share (more customers) and a lower probability of receiving the takeover premium associated with the synergies from a merger. In competitive industries and especially when switching costs are high, our framework shows that shareholders can optimally choose to have weaker shareholder rights.
III. Data
In this section we describe the data used to test the predictions of the model. Since several of our implications are at the industry-level, we utilize different industry measures of shareholder rights. For most of our paper and where the data allows, we use the 48 Fama-French industry classifications. 15 We form a proxy for the industry level shareholder rights by taking the equal-weighted industry average of each firm's shareholder rights G-index. We follow Gompers, Ishii and Metrick (2003) in defining the G-index at the firm level by summing up the number of shareholder rights provisions that each firm has. The G-index is based upon 24 provisions and is updated information in 1990, 1993, 1995, 1998, 2000, and 2002 . For the years where the information is not updated, we assume the last available value. This data is obtained from the Investor Responsibility Research Center (IRRC) database.
We also use a refined measure of the G-index proposed by Bebchuk, Cohen, and Ferrell (2004) termed the E-index (entrenchment), which considers only 6 out of these 24 provisions:
staggered boards, limits to shareholder bylaw amendments, supermajority requirements for mergers, and supermajority requirements for charter amendments, and two "takeover readiness"
provisions that boards put in place to be ready for a hostile takeover (poison pills and golden parachutes). Finally, we also use a third measure, the ATI-index from Cremers and Nair (2005) that is closely related to takeover vulnerability and considers only three common anti-takeover provisions that create significant obstacles for takeovers: preferred blank check, staggered boards, and restrictions on calling special meetings and action through written consent.
The univariate statistics on the industry level averages during our sample period from 1990 to 2003 are shown in Table 2 . Due to the lack of IRRC data, 7 of the 672 industry-years are excluded from the analysis. 16 We find that the average industry has a G-index of 9.03. There is substantial variation in the industry level G-index, with a minimum industry average G-index of 5 and a maximum of 13 with a standard deviation of 1.09. One potential issue with the industry level analysis of the G-index is that not all industries get equal coverage in IRRC since the sample is based on the largest 1000 firms. We find that IRRC firms represent, on average, about 70% of the sales of an industry (not tabulated). However, we find no significant correlation between the industry average G-index and a proxy for the representation (i.e., the fraction of firms or sales of the industry as represented in the IRRC database). Adding this proxy to the regressions discussed below, also does not affect the inferences. We thus conclude that there is no obvious bias induced by the use of IRRC data to proxy for industry level shareholder rights.
The other main variables for our analysis are industry measures of competition, for which we mainly use the Herfindahl-index based on sales of all firms with data available in Compustat.
The Herfindahl index is given by H= Σ i (Π i ) 2 , where Π i is the market share of company i and the summation is over the total number of firms in the industry. As a robustness check, we also use a
Herfindahl measure based on sales of the largest four companies in each industry as provided by the Economic Census (1992) . Since the Herfindahl index is directly related to the number of firms, we also use the Normalized Herfindahl-index. It is defined as (n x Herfindahl -1)/(n -1).
As an additional proxy for competition, we employ the industry level net profit margin. This proxy relates directly to our model parameter d, the degree of product differentiation. Industry level net profit margin also relates closely to the concept of the Lerner Index as a measure of competition.
Finally, we also use a measure of foreign competition. The measure of foreign competition is denoted as 'Import' and is computed as ln(1+import/domestic sales) based on Irvine and Pontiff (2005) . 17 Import and domestic sales are the value of shipments aggregated at the industry level of imports and sales of US firms, respectively, based on data from the NBER-CES Manufacturing Industry Database (Feenstra, 1996) . This data is available annually from 1990-2001 for a subset of the 48 Fama-French industries. The use of 'Import' is motivated by the fact that imports are correlated with the degree of product market competition in the US but are less likely to be related to takeover threats (see Rossi and Volpin, 2004) . This allows us to disentangle the effects of product market competition and takeover threats on the extent of shareholder rights. 17 We thank Paul Irvine for providing us with the data.
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In order to control for other possible factors affecting the anti-takeover provisions at the industry level, we include a number of control variables. The selection of the variables is largely based on Gompers et al. (2003) and . Since Gompers, Ishii and Metrick (2003) find that firms tend to have a higher G-index if they are large, have high institutional ownership, high trading volume, low sales growth, poor stock returns and low Tobin's Q, we control for these characteristics within each industry. Following Cremers and Nair (2005) who find that blockholdings and anti-takeover provisions are complements in affecting equity returns, we also control for blockholdings.
To proxy for size, we use the market value of equity (in millions). We then compute the TQ is Tobin's Q computed as market value of equity + book value of assets -book value of equity -deferred taxes divided by book value of assets. 18 Block Ownership is the fraction of shares held (in percent) by the largest institutional owner if it is at least 5%, and is zero otherwise.
The block ownership is measured in the 4 th quarter of the prior fiscal year. We also include ROA, the return-on-assets, calculated as net income divided by book value of assets and the Dividend
Yield defined as the dividend-to-share price ratio at fiscal year end even though the latter was not significantly related to G-index in Gompers et al (2003) .
IV. Results
IV. 1. Shareholder Rights and Product Market Competition
18 If deferred taxes are missing then it is set to zero.
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We first investigate the link between industry concentration and shareholder rights. To capture the extent of competition in the industry -the variable of interest -we use the Herfindahl index of the industry. Since this measure captures industry concentration, a higher value of the Herfindahl index signifies lower competition. Thus, we would expect to find a positive relation between the Herfindahl measure and strong shareholder rights, or equivalently a negative relation between the Herfindahl measure and managerial rights. Table 2 displays correlation coefficients between the (Normalized) Herfindahl and our three proxies for industry average shareholder rights using the full panel sample. Consistent with our predictions, we find that all correlations are significantly negative. Thus, at the industry level, competition and shareholder rights are negatively correlated. approximately 3 in the G-index levels between industries. Since the maximum variation in the industry level G-indices is 8 (see Table 2 ), the link between shareholder rights and industry concentration is economically important as well.
In column 2, we verify that this relation is robust to several control variables. Since these were described in detail in the previous section, we simply summarize them here. These include controls for industry size (average Equity Value), performance (average ROA, Sales Growth) and valuation (average industry TQ). We also use controls for the presence of institutional Block
Ownership, since such blockholders can facilitate takeovers (Shleifer and Vishny, 1986 ). In addition, we control for Institutional Ownership since such shareholders might play a monitoring role. Finally, we also control for Dividend Yield. As can be seen, adding these controls does not change the relation between shareholder rights and industry concentration. 19 We also find a weak relation that industries with lower trading volume and higher TQ are associated with weaker shareholder rights that however is not significant in the robustness regressions reported shortly.
More interestingly, we find a robust relation between industries with larger firms and stronger shareholder rights. This finding is in contrast to cross-sectional firm-level regressions where Gompers, Ishii and Metrick (2003) and find that larger firms have weaker shareholder rights. Thus, these findings viewed together suggest that although large firms might have weaker shareholder rights across industries, a decrease in average industry size is associated with a decrease in the average level of shareholder protection. This is not inconsistent if new entering firms are likely to be smaller -making average industry size now lower -and are likely to enter in competitive industries, where we would expect such a firm to have weak shareholder rights thus making average shareholder rights weaker.
In column 3, we use a more refined measure of shareholder rights proposed by Bebchuk, et al. (2004) . Using this measure, denoted by E-index, we again find an association between strong shareholder rights and industry concentration that is significant at the 1% level. Finally, we focus on three of these measures that are important for takeovers and use the anti-takeover index (ATI) proposed in . Once again, we find that concentrated industries are more exposed to takeovers. Variation in industry concentration, from the minimum to the maximum observed Herfindahl measure, can explain a difference of approximately 1 in the Eindex and ATI between industries. Since the maximum variation in the industry-level E-index is 5 and in the ATI is 2.5 (see table 2), the link between shareholder rights and industry concentration is once again economically important. Table 4 addresses some robustness concerns with our basic regression using the G-index.
First, we note that the IRRC data from which these shareholder rights indices are formed are not 20 updated every year. 20 To ensure that our results are not driven by this, in column 1 we use only those years where IRRC updates its data. In column 2, we use industry classifications based on 2-digit SIC codes rather than the 48 Fama-French industries. Next, column 3 employs an alternative construction of the Herfindahl index that does not rely on firm sales but instead uses the measure of industry concentration that is reported in the Census data. Since these data are available for only the manufacturing sector, the number of available observations is now lower. Also, this measure is available only for one year and, consequently, we can only test our hypothesis using OLS. We find that the negative relationship between industry-level shareholder rights and the Herfindahl index is robust to these changes.
Our findings are also robust to using the industry average net profit margin as a proxy for product differentiation. The higher the net profit margin, the more successfully differentiated are the products. Our finding of a negative coefficient is thus consistent with the predictions of the model.
Finally, the measure of concentration as determined by the Herfindahl index can be higher either because the number of firms is lower or because there is a higher asymmetry in the market shares across firms. It is then important to check that the relation between the Herfindahl measure and shareholder rights is driven due to the asymmetric market shares rather than due to variation in the number of firms across industries. To check this, we use the normalized Herfindahl measure, which adjusts the Herfindahl measure for the number of firms in each industry, in column 4 of Table 4 . We find our main result again robust. This may not be surprising given the high correlation between the Herfindahl measure and the normalized Herfindahl measure (Table 1) , which directly suggests that the number of firms is not an important source of variation in the Herfindahl measure. 20 The years during which IRRC is updates are 1990, 1993, 1995, 1998, 2000, 2002 . We also run OLS regressions where the variables are constructed as differences between years with updated information. This limits the sample to firms that survive the years between IRRC updating. The inferences from this regression are the same as with the fixed effect regression and confirm that at least part of the effect we are capturing is coming from firms that change their shareholder rights as opposed to new firms entering the industry.
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To summarize, the evidence shows that indeed, firms in competitive industries have weak shareholder rights. This is consistent with our first hypothesis.
IV.2. Low Agency Costs, Weak Shareholder Rights?
A possible alternative interpretation of our results thus far could be that product market competition decreases agency costs by disciplining managers. Since strong shareholder rights are less important when agency costs are weak, strong shareholder rights would then be less important in competitive markets. If the costs of strong shareholder rights are uniform across product markets, this may produce a link between competition and weak shareholder rights.
More generally, the documented relation might be due to some omitted variable that is related to both shareholder rights and competition but is independent of takeovers and firm survival. To address this concern, we distinguish between competition provided by domestic firms and competition provided by foreign firms. Both provide a competitive threat in the product market.
However, in our US-based sample, only domestic firms are likely to acquire domestic firms (e.g., Rossi and Volpin, 2004) . Thus, we can separate the acquisition related role of product market competition from other interpretations of product market competition that are unrelated to acquisitions.
Following Irvine and Pontiff (2005) , our measure of foreign competition (Import) is the log of (1+imports/domestic sales), where imports are the value of shipments aggregated at the industry level and domestic sales are sales of domestic firms. Table 5 , column 1 first confirms that our earlier result, using the Herfindahl index, holds in this smaller sample based on the NBER-CES data. Next, in column 2, the Herfindahl index is replaced by the measure of foreign competition (Import). Strikingly, we now find more competitive industries, i.e. higher Import, to be associated with better shareholder rights. Because the relation between shareholder rights and competition differs across foreign and domestic competition, these results indicate that the above alternative explanation is unlikely. Instead, since our hypotheses are confirmed only when competition is domestic and thus accompanied by a threat of acquisitions, these results support 22 our interpretation that acquisitions and firm survival drive the choice of shareholder rights. In the following sections, we document more evidence supporting our framework and hence mitigating the concern that these results might be driven due to some omitted variables.
IV.3. Evidence Using Product Characteristics
In the previous section, we document strong evidence that concentrated industries have stronger shareholder rights. This supports our framework where customer concerns of firm survival are mitigated through weak shareholder rights. Another important implication of our model is that this relation is stronger in industries where customer concerns about firm survival are likely to be higher (Hypothesis 2). Our framework suggests that the link between concentration and strong shareholder rights should exist only when customers care about firm survival.
To characterize which industries are more likely to cater to customers that care about firm survival, we use a simple classification. We expect customers that have longer relationships with the firms to be more concerned about firm survival. We use this notion to characterize industries into relationship and non-relationship industries, within two-digit-SIC industry groups. The following two-digit-SIC industries are classified as relationship industries: 15-17, 34-39, 42, 47, 50-51, 55, 60-65, 67, 75-76 , and 87 (Appendix 1 contains a short description of those industries). announcement. Since these takeovers are unsolicited, it is unlikely that the information of the takeover is leaked to the market participants. Therefore, sales changes in the quarter of the announcement indicate changes associated due to takeovers. 23 We find that the drop in industryadjusted sales between the quarter that precedes the takeover announcement and the quarter of the takeover announcement is 10% in relationship industries and is significant at the 1% level (see Table 6 ). The analogous drop in non-relationship industries is only 4% and is not significant.
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Next, our theory implies that the link between concentration and strong shareholder rights documented earlier is stronger in such relationship industries. To investigate this, we add two regression variables to the basic industry-level regression reported earlier in Table 3 . The first is an interaction term between the Herfindahl measure and a dummy signifying whether the industry is a relationship industry or not, and the second is the relationship industry dummy by itself. Our framework suggests a negative and significant coefficient on the interaction term. Table 7 (column 1) reports that indeed in relationship industries, where customers are more likely to care about firm survival, more competition is associated with weaker shareholder rights. Strikingly, in non-relationship industries there is no such relation. There is even some evidence of the opposite 22 Interestingly, based on our classification, the level of debt in relationship industries is significantly lower than the level of debt in non-relationship industries. See Campello and Fluck (2005) for more evidence on how firm survival affects capital structure decision. 23 A potential concern with these changes might be that they are driven due to loss in employees, or due to managerial inattention to operations rather than customer loss. We partly mitigate this by showing that the results are the stronger in industries where customer concerns for firm survival are higher. Additionally, this concern might also be less important if it might be easier to write termination contracts with employees than it is to do so with customers.
-that concentrated industries have weak shareholder rights. 
IV.4. The Number of Firms
A potential concern with our model is that we only have two firms and customers really do not have a choice but to buy from the bidder. What would happen if there are more firms in an industry? In this section, we attempt to extend our intuition to this scenario. We make an assumption that some customers of the target firm will now move to these 'other' firms and thus will not migrate to the acquirer. In particular, under this assumption we would expect to see more customers leaving the target when the number of other firms is high. This has implications for the bidder in that the synergies would be lower if more customers are departing. For some number of firms, it would then not pay to make an acquisition anymore. As a result, the link between shareholder rights and competition should be more important in industries with fewer firms.
As before, we run industry-level regressions with industry fixed-effects and year dummies, but with an additional variable that captures the interaction between the number of firms (1/#firms) and the Herfindahl measure.
(1/#firms) is the inverse of the number of firms in each industry, based on firms reported in Compustat, and is computed for each year. A negative coefficient on this interaction term would indicate a stronger relation between strong shareholder rights and industry concentration when the number of firms in the industry is low. Thus, a 25 We perform the robustness tests shown earlier that use a census based herfindahl measure and a normalized herfindahl measure and find similar results that, in the interests of space, are omitted.
negative coefficient on the interaction term would support our prediction that the reason for this prediction is that acquirers have a higher incentive to acquire when there are fewer firms since customers of the target firm have fewer options. Indeed, as shown in Table 8 , the coefficient on the interaction term is negative and significant at the 1% level. This suggests that the increase in shareholder rights associated with an increase in industry concentration is significantly stronger when the number of firms in the industry is lower. This finding is robust to the use of the normalized Herfindahl index (column 2), as well as to the use of the E-index (column 3) and the anti-takeover index (column 4).
V. Implications for Performance
This section investigates the association between strong shareholder rights and profitability. Using accounting measures of profitability, previous research has documented some evidence that weak shareholder rights is associated with poor performance (Gompers, Ishii and Metrick, 2003 and . However, our theoretical structure suggests that firms that have weak shareholder rights should in fact be more profitable when they operate in competitive industries. While there might be costs associated with weak governance that fall outside of our framework, we would at least expect to find the previously documented relation between poor performance and weak governance to be driven by firms in concentrated industries.
With a less conservative view, we would expect to find the opposite relation in competitive industries.
We use two firm-level measures of profitability that are directly related to product market performance. 26 The first is the return on assets (ROA) and the second is the net profit margin (NPM). ROA is defined as net income divided by total book value of assets and NPM is defined as income before extraordinary items available for common equity divided by sales. 27 Using these two measures, we compare the performances of firms with strong and weak shareholder rights. 26 These results are robust to using a firm's Q (not tabulated). However, interpreting the results based on Q is more problematic in our setting since a firm's Q is a function of the cost of capital, which itself might be related to shareholder rights (see, e.g., Cremers, Nair and John, 2005) . 27 We curtail NPM at the 1-and 99-percentile.
Following the cutoffs in Gompers et al. (2003) , firms with G>13 are characterized as firms with weak shareholder rights and firms with G<6 are characterized as having strong shareholder rights.
In Table 9 , we document some preliminary findings. We first note a finding that is consistent with the results documented in earlier studies. Within concentrated industries, i.e., with a Herfindahl measure that is above the median level of the Herfindahl measure, firms with strong shareholder rights have better performance measures than firms with weak governance measures.
This improved performance is significant using NPM but not using ROA.
More interestingly, in competitive industries, firms with weak shareholder rights are associated with better performance than firms with strong shareholder rights in competitive industries. The difference in ROA between weak and strong shareholder rights firms is 0.8% and is significant at the 10% level. Similarly, the difference in NPM between weak and strong shareholder rights firms is 1.24% and again is significant at the 10% level.
These preliminary findings provide further evidence to support our framework. We now test these performance implications more formally using a multivariate analysis. We estimate firm-level pooled panel regressions with firm-fixed effects where the dependent variable is one of the two performance measures and the independent variables include, among others, an interaction term between shareholder rights and a dummy variable signifying whether the firm is in an industry with a level of concentration that is below the median level of industry concentration. Table 10 reports these results. The coefficients on the control variables are as expected, with larger firms with higher institutional holdings to be more profitable and dividend paying firms being less profitable. Directly relevant to our hypothesis, we find a negative and significant coefficient on the measure of managerial rights (G) in concentrated industries. For example, in concentrated industries an increase in shareholder rights from G = 15 to G = 5 is associated with an increase of 4% in terms of ROA and 3% in terms of NPM. However, in competitive industries there is no such underperformance associated with firms with weak shareholder rights. This is because the coefficient on the interaction term between shareholder rights and industry 27 concentration is of the opposite sign and of a similar magnitude as the coefficient on the shareholder rights term. In fact, using NPM, it appears that in competitive industries firms with strong governance (low G) have lower performance measures.
Concluding, consistent with the framework presented in this paper, the costs of weak shareholder rights are higher in concentrated industries. In competitive industries, we find no such costs and some weak evidence of benefits to weak shareholder rights. Moreover, Gompers et al. (2003) document that firms with weaker shareholder rights have lower performance unconditional on product market competition. This suggests that the potential problem of reverse causality, wherein the most profitable firms increase takeover defenses, is not an issue affecting our results.
VI. An Extension: The Design of Governance
We have documented several strands of evidence in favor of the view that shareholder rights can have a detrimental impact on firm performance in competitive industries where customers care about firm survival. By designing weak shareholder rights, the firm is less likely to be acquired and is hence more likely to survive. However, in the presence of corrupt managers, it might be the case that firm survival itself depends on the extent to which shareholders can control managers. An undisciplined manager might drive the firm to bankruptcy and hence customers might lose due to such firm exit. Table 11 (column 1 and 2), we find that the fraction of equity compensation is lower in concentrated industries. Finally, this relation is also three times stronger in relationship industries.
In sum, weak shareholder rights appear to be accompanied by a high level of stock-based compensation. To the extent such performance-based pay is viewed as a device to align managers with shareholders, we don't expect dramatic misalignment between managers and shareholders despite weak shareholder rights.
VII. Conclusion
Several proponents of shareholder activism have advocated strengthening shareholder rights, making firms more vulnerable to takeovers and the discipline imposed by the market for corporate control (see, e.g., Bebchuk, 2005) . However, these arguments ignore the implications of such vulnerability to the market for corporate control on customer decisions. If customers are less likely to consume products from a firm whose future existence is uncertain, such strong shareholder power can have a detrimental impact on firm performance. In this paper, we determine the optimal level of shareholder rights by investigating the impact of shareholder rights 29 on customer choices. While strong shareholder power can make the firm less attractive to customers, it also opens up the possibility of a value increasing merger.
This tradeoff generates two new hypotheses. First, we show that it is optimal to have weak shareholder power in competitive markets. This result arises because the customer loss resulting from takeover threats is more severe in competitive markets, while this greater loss of market share lowers any synergies from the acquisition. Analyzing a firm's incentive to acquire generates the second hypothesis. Since new customers may leave the potential target go to other firms, the acquirer can benefit from these leaving customers if there are fewer firms.
Consequently, the likelihood of receiving bids in competitive industries is low when the number of competing firms is low. As a result, the link between weak shareholder power and competition is likely to be stronger as the number of firms in the industry is lower.
The paper documents several findings to support our framework. First, we find that firms in more competitive environments (as measured by the Herfindahl index) have weaker shareholder rights. Second, we document that this link between shareholder rights and Herfindahl index is stronger when the number of firms in the industry is low. Third, the documented link between weak shareholder rights and competition exists only when we consider domestic competition. Since foreign competition is not likely to provide a takeover threat (Rossi and Volpin, 2004) , we view this finding as further evidence of the importance of the takeover channel. Fourth, we find that the link between shareholder rights and competition is stronger in 'relationship' industries, where customer concerns of firm survival are likely to be higher. Fifth, we find that the drop in quarterly sales on takeover announcements is 10% and is significantly higher only in such relationship industries. Finally, we find weak shareholder rights to be associated with poor profitability, but only in non-competitive industries.
The importance of taking into account customer concerns when designing shareholder power has implications beyond vulnerability to the market for corporate control and bears more generally on the mix between different corporate governance mechanisms. Specifically, and especially in competitive relationship industries, governance mechanisms that alleviate agency Building constructiongeneral contractors and operative builders
This major group includes general contractors and operative builders primarily engaged in the construction of residential, farm, industrial, commercial, or other buildings. General building contractors who combine a special trade with the contracting are included in this major group. 16
Heavy construction other than buildings construction -contractors This major group includes general contractors primarily engaged in heavy construction other than building, such as highways and streets, bridges, sewers, railroads, irrigation projects, flood control projects and marine construction, and special trade contractors primarily engaged in activities of a type that are clearly specialized to such heavy construction and are not normally performed on buildings or building-related projects. Specialized activities that are covered here include grading for highways and airport runways; guardrail construction; installation of highway signs; trenching; underwater rock removal; and asphalt and concrete construction of roads, highways, streets and public sidewalks. 17
Construction -Special trade contractors
This major group includes special trade contractors who undertake activities of a type that are specialized either to building construction, including work on mobile homes, or to both building and nonbuilding projects. These activities include painting (including bridge painting and traffic lane painting), electrical work (including work on bridges, power lines, and power plants), carpentry work, plumbing, heating, air-conditioning, roofing, and sheet metal work. 34 Fabricated metal products This major group includes establishments engaged in fabricating ferrous and nonferrous metal products, such as metal cans, tinware, handtools, cutlery, general hardware, nonelectric heating apparatus, fabricated structural metal products, metal forgings, metal stampings, ordnance (except vehicles and guided missiles), and a variety of metal and wire products, not elsewhere classified.
35
Industrial machinery and equipment
This major group includes establishments engaged in manufacturing industrial and commercial machinery and equipment and computers. Included are the manufacture of engines and turbines; farm and garden machinery; construction, mining, and oil field machinery; elevators and conveying equipment; hoists, cranes, monorails, and industrial trucks and tractors; metalworking machinery; special industry machinery; general industrial machinery; computer and peripheral equipment and office machinery; and refrigeration and service industry machinery. Machines powered by built-in or detachable motors ordinarily are included in this major group, with the exception of electrical household appliances. Power-driven handtools are included in this major group, whether electric or otherwise driven. 36
Electronic and other electric equipment
This major group includes establishments engaged in manufacturing machinery, apparatus, and supplies for the generation, storage, transmission, transformation, and utilization of electrical energy. Included are the manufacturing of electricity distribution equipment; electrical industrial apparatus; household appliances; electrical lighting and wiring equipment; radio and television receiving equipment; communications equipment; electronic components and accessories; and other electrical equipment and supplies. The manufacture of household appliances is included in this group. 37
Transportation equipment
This major group includes establishments engaged in manufacturing equipment for transportation of passengers and cargo by land, air, and water. Important products produced by establishments classified in this major group include motor vehicles, aircraft, guided missiles and space vehicles, ships, boats, railroad equipment, and miscellaneous transportation equipment, such as motorcycles, bicycles, and snowmobiles.
38 Instruments and related products
This major group includes establishments engaged in manufacturing instruments (including professional and scientific) for measuring, testing, analyzing, and controlling, and their associated sensors and accessories; optical instruments and lenses; surveying and drafting instruments; hydrological, hydrographic, meteorological, and geophysical equipment; search, detection, navigation, and guidance systems and equipment; surgical, medical, and dental instruments, equipment, and supplies; ophthalmic goods; photographic equipment and supplies; and watches and clocks. 39 Miscellaneous manufacturing industries
This major group includes establishments primarily engaged in manufacturing products not classified in any other manufacturing major group. Industries in this group fall into the following categories: jewelry, silverware, and plated ware; musical instruments; dolls, toys, games, and sporting and athletic goods; pens, pencils, and artists' materials; buttons, costume novelties, miscellaneous notions; brooms and brushes; caskets; and other miscellaneous manufacturing industries. This major group includes establishments engaged in the underwriting, purchase, sale, or brokerage of securities and other financial contracts on their own account or for the account of others; and exchanges, exchange clearinghouses, and other services allied with the exchange of securities and commodities.
63
Insurance carriers
This major group includes carriers of insurance of all types, including reinsurance.
64
Insurance agents, brokers and services This major group includes agents and brokers dealing in insurance, and also organizations offering services to insurance companies and to policy holders.
65
Real estate
This major group includes real estate operators, and owners and lessors of real property, as well as buyers, sellers, developers, agents, and brokers.
67
Holding and other investment offices, except trusts This major group includes investment trusts, investment companies, holding companies, and miscellaneous investment offices.
75
Automotive repair, services, and parking This major group includes establishments primarily engaged in furnishing automotive repair, rental, leasing, and parking services to the general public. Similar facilities owned and operated by concerns for their own use and not for the general public are treated as auxiliary establishments.
76
Miscellaneous repair services This major group includes establishments engaged in miscellaneous repair services.
87
Engineering, accounting, research, management, and related services This major group includes establishments primarily engaged in providing engineering, architectural, and surveying services; accounting, auditing, and bookkeeping services; research, development, and testing services; and management and public relations services.
Table 1 Sales Changes Associated with Takeovers
This table presents the average sales growth around takeover announcements using quarterly data from 1991 -2004 using Compustat sales data. The total number of unsolicited takeover announcements (from the SDC database) equals 404. We give the average sales growth ('Average') and the t-statistic of the average ('T-stat'). We adjust for 2-digit and 4-digit industry classifications by deducting the growth of the average sales in the industry in panels A and B, respectively. Finally, 'Quarter 0' gives the sales growth after the announcement, 'Quarter -1' is the sales growth in the quarter before. For comparison and robustness, we also present the numbers for the two quarters before and after these. 
Panel A. Sales growth, adjusted for 4-digit SIC industries
Table 2 Industry Level Univariate Statistics and Correlations
The table presents univariate statistics and correlations for equally-weighted averages at the industry level using firms between 1990 and 2003. Industries are defined as the industries. Gindex is the governance index based on IRRC data and is constructed following Gompers, Ishii and Metrick (2003) based on 24 anti-takeover provisions. E-index is the entrenchment index of Bebchuk, Cohen, and Ferrell (2004) , which is based on staggered boards, limits to shareholder bylaw amendments, supermajority requirements for mergers, and supermajority requirements for charter amendments, and two "takeover readiness" provisions that boards put in place to be ready for a hostile takeover (poison pills and golden parachutes). The ATI governance index is using three common anti-takeover provisions that create significant obstacles for takeovers: preferred blank check, staggered boards, and restrictions on calling special meetings and action through written consent. The equally-weighted average per industry of the G, E and ATI-indices are computed based on firms with available information only and assessed in 1990, 1993, 1995, 1998, 2000, and 2002 . We assume no change for years where the provisions are not updated.
Herfindahl-index is based on sales of all firms with data available in Compustat:
, where Π i is the market share of company i and n is the number of firms in the industry. The Normalized Herfindahlindex is defined as (n x herf -1)/(n -1). Import is computed as ln(1+imports/domestic sales) based on Irvine and Pontiff (2005) . Imports and domestic sales are the value of shipments aggregated at the industry level of imports and the sales of US firms, respectively, based on data from the NBER-CES Manufacturing Industry Database (Feenstra, 1996) . This data is available annually from 1990-2001 for a subset of the FF48 industries. 1/#firms is the inverse of the number of firms per industry, each year. Net profit margin (NPM) is defined following Gompers, Iishi and Metricks (2003) as income before extraordinary items available for common equity divided by sales (Compustat items #237/#12). The industry/year level variable is the median net profit margin of the firms in the industry in a particular year. Panel A shows univariate statistics. Panel B contains the piece-wise correlation coefficients and their p-value underneath.
Table 3 Industry Level Shareholder Rights and Industry Concentration
The table displays coefficients and p-values of pooled panel regressions with industry-fixed effects and year-dummies. All variables are equally-weighted at the industry level using firms between 1990 and 2003. The dependent variables are the G-index, the entrenchment E-index, and the anti-takeover index (ATI). See Table 2 for a description of these indices and the Herfindahlindex. Equity Value is the average of the market value of equity of all firms in a particular industry in a particular year, measured in millions. TQ is the average Tobin's Q computed as market value of equity + book value of assets -book value of equity -deferred taxes divided by book value of assets. If deferred taxes are missing then it is set to zero. TradingVolume is the average trading volume divided by the number of shares outstanding over the past five years. Prior Return is the average monthly return over the five years prior to the fiscal year end. ROA is the average return-on-assets calculated as net income divided by book value of assets. Sales Growth is the average growth of sales in the prior five years. Dividend Yield is the average dividend-to-share price ratio at fiscal year end. Institutional Ownership is the average fraction of shares owned by institutional owners as identified by 13-D filings. Block Ownership is the average fraction of shares held (in percent) by the largest institutional owner. The block ownership is measured in the 4 th quarter of the prior fiscal year. The R-square reported is the within r-square. Table 2 and 3 for a description of this index and the regression variables. Industry is defined as the 48 Fama-French industries (FF48) except for the second to forth regressions where industry is defined at the two-digit SIC (SIC2). The regressions are industry fixed effects with year dummies, except for the third regression. The first regression restricts the sample to years where the IRRC updates the governance index (years: 1990, 1993, 1995, 1998, 2000, and 2002 ). The second regression shows results using the two-digit SIC as industry unit. The third regression is an OLS regression using a Census Bureau measure of concentration (Census) . It is defined as the shipment value weighted average of the market share of the largest four firms in each four-digit SIC by aggregating it at the two-digit SIC level. It is established in 1992 and is only available for SIC2>=20 and SIC2<40. The forth and last regressions use industry median net profit margin as a proxy for the Lerner Index. The fifth regression uses the Normalized Herfindahl index using the full sample and the FF48 industry definition, which is defined as (n x herf -1)/(n -1). Irvine and Pontiff (2005) . Imports (domestic sales) is the value of shipments aggregated at the industry level of imports (sales of US firms) based on data from the NBER-CES Manufacturing Industry Database (Feenstra, 1996) . The import measure is only available for manufacturing industries and the sample years are limited to 1990-2001. The R-square reported is the within r-square. 
Industry Level Variables
Table 6 Relationship Industries and Sales Changes Associated with Takeovers
This table presents the average sales growth around unsolicited takeover announcements using quarterly data from 1991 -2004 using Compustat sales data. The total number of takeover announcements (from the SDC database) equals 404, out of which 187 are of firms in industries that we classify as 'relationship' based (see the text for a description). In Panel A, we give results for firms in the relationship industries only, and in panel B for the other industries. We report the average sales growth ('Average') and the t-statistic of the average ('T-stat'). Further, we adjust for 4-digit (2-digit) industry classifications by deducting the growth of the average sales in the industry. Finally, 'Quarter 0' gives the sales growth after the announcement, 'Quarter -1' is the sales growth in the quarter before. For comparison and robustness, we also present the numbers for the two quarters before and after these.
Panel A. Relationship industries.
Adjusted for 4-digit SIC codes
Adjusted 15-17, 34-39, 42, 47, 50-51, 55, 60-65, 67, 75-76, 87 . The variable Relationship Industry takes a value of one if the company operates in one of those twodigit-SIC industries and zero otherwise. In order to classify the industries, we ask whether customers might care whether the products or services are delivered by this particular company or people. For the second regression, the sample is limited to years where the IRRC data is updated (i.e., 1990, 1993, 1995, 1998, 2000, and 2002) . The third regression uses the classification of durables in the manufacturing and retail industries only, following Yogo (2005) . The following two-digit-SIC industries are classified as Durable Goods Industries: 25, 36, 37, 39, 50, 52, 53, 55, [26] [27] [28] 31, 51, 54, 56, 58, and 59 . The remaining industries are excluded from the forth regression. We report the p-value of the F-test that the sum of the coefficients on Herfindahl and Herfindahl x Relationship Industry (durable good industry) is equal to zero. 
Industry Level Variables
Table 8 Number of Firms in the Industry and Industry Level Shareholder Rights
The table displays coefficients and p-values of pooled panel regressions with industry-fixed effects and year-dummies. All variables are equally-weighted at the industry level using firms between 1990 and 2003. The dependent variables are the G-index, the entrenchment Eindex, and the anti-takeover index (ATI). See the previous tables for a description of these indices and the regression variables. 1/#firms is the inverse of the number of firms in the industry. The number of firms per industry is calculated based on the number of firms in Compustat. Among the independent variables are interaction terms between the (Normalized) Herfindahl index and the inverse of the number of firms. The R-square reported is the within r-square. In the rows we display the subsamples stratified by the Gindex, using firms with a Gindex less than 6 and more than 13. P-values indicate the significance of the difference in the means either per row or column. Underneath the mean, we report the number of observations in brackets. ROA is the return-on-assets calculated as net income divided by book value of assets. Net profit margin is defined following Gompers, Iishi and Metricks (2003) as income before extraordinary items available for common equity divided by sales (Compustat items #237/#12). Net profit margin is curtailed at the 1 and 99 percentiles. 
Industry Level Variables
Figure 1. Relationship Industries and Sales Changes Associated with Takeovers
This figure presents the average industry adjusted sales growth and the 95% confidence interval around unsolicited takeover announcements using quarterly data from 1991 -2004 using Compustat sales data. We adjust for 4-digit industry classifications by deducting the growth of the average sales in the industry. The figure combines results from Table 1 and Table 6 . We give the average sales growth for all firms in all industries and within two industry groups: those in industries that we classify as 'relationship' based (see the text for a description) as one group, and the remainder group of industries. The total number of takeover announcements (from the SDC database) equals 404, out of which 187 are of firms in relationship industries. 
